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We twca cmsidered ycmr applicatian for r e a ~ @ t h n  of iwapthn frosr 
federal h o s e  tar under section 901(c) (12) of tkc Internal Reventre Code. 

The infotolltion &mitt& dieclorm that @rtr: were organized on * * **** 
***** , ss a mutual corporation mder chpter *** ***  of tbe revised Cede of 
********** m Your etated purpose ie t o  pnrvFae porsz members sdth daareetk 
water s e w  for m i d e n t i d  we arid to provide soeh service at cost, on 
a mutual basis, and witl~out profit. 

drt3cle 2.1.1 of your bylaw8 provides that the owner of,  or in the 
case of property aubject to  a real estate cantract, the purchaser of am7 
portion of the real pmpetg described in Exhibi t  k of the Artlclea of 
Incorporation (*** ******************** ? eball be eligible for d e r s h i p ,  
and rambetship in thfa corporatido. shall be rerrtx5cted to thoae owning or 
purchasing a portion of the** * * * * ******* * * * *  .  

Euch applicant for are9lbership shall subscribe for that n m h r  of shams 
or fraczimal ehares of the common stock of the corporation whihh is equal. 
to the  nranrber of area or fractianal acre8 tbat m e d  or being purclroaed 
by the applicsot. Article 2,12 of your bylnos pmlddes tbt each mraber ahall 
be a n t i t l e d  to  one vote or a .3.ractdbnaC.I-vote for cuch sbmre or fraetlonal 
share of common stock owned off record by hh. 

As shown by your s tock  eubecription recork **** ****** *** *** ****  atffl 
own *** acres (*** ****  ** ), The totsil developmeat coasists of *** w a s .  
At preeent, **** * ********** are errt:ltled to vote .and b e *** votes: Ztrds is 
the rider of share8 they have paid for, as &om in the ot& d s c r i p t i o l l  
record. You advise tbat the land is being developed f.n *** acre parcels (except 
for far arurler parcels at the northeast wnrer and the *** acres property' ****
** **** ***** h t e n d  to retain. 

SgCtion 501(c) (L2) of the Cod* p&ea exmptior: for b c n e v c h t  life 
hmmmm sa110cCa-B of a p u d y  10- chatdcte~, sotuul ditch or irrigation 
cer~paP\cr?m, *MI. or coaperati%e tlfiephenre ~ r i ~ ,  or Xka orgrsai+atiow, 
but d y  if 85 percent or more of !the income c ~ l s t s  of snoMte  col lected  
f xoa h e r 8  for the mle purpoee tf meeting loamw apd aptness. 
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*******  *************  ************* **********  

To be exempt under ~ection 501(c) (12) of the coda, an organization muit 

be a true ntutual or cooperative arganientim. bwmmr, the organht4tm w 
traneact bmiaeoe d t h  non-wmbero provided that the heme collected fm 
aoa-m?zabers do- not exceed 15 percent of tha org&sartionle hem. 

Sectim 1.501(c) (12)-1 of the hwme Tax Bagul%tisras providm, in part, 
that aa organizatdon m y  be entisled to emaptfan dthcmgh it  d c t 3 t 3  advaaw 
assormento for the 601s purpose of meeefing fum looses and qaasscs, 
provided that tha botanse af much r\~l&uslsaate rsrsindng an band at the end 
of the year fe retained to mat lo8,wm and eqemmcs or Ss returned t o  stmkr~. 

- Although the ~ g u l a t i r m s .  under &action 50l(c)(l2) of the Code do not 
defln.e a 'hturilurilM crganbtion, certain fundmnentr? p r l a c i p l w  are c<mnson 
to nl.1 uutb organltathm. These argaetatidns, hare been defined generally 
as thee@ that are organized for the  num,l beaeflt of thlhir member%. Their 
d%stingubh.lag f~atures are deabbcratic ca1tr01 aad vcot?q, the dbtrfbutficm 
of sammlc btseflta on an equal b a r b  or .An p r o p e L o n  ?.a the w e  orode of . . 

the aamocfatim'e facil it ieo,  lhieed retun1 on capfed, and the fact that 
they do m a t  of their business with their h e r s .  

Of equal importance to the concept of the equal distribution of e c m ~ c  
benef i t 6  or b proportion to the use nude of the argamitsticm'ar faci l i t ies  
t o  quallficatb txnder aectian S02(c)(22) of the Code i s  the principal of 
democratic control of she organization by the meabcra;. 

In the Caae of Keptona Automobile Club Casraalty Company et a1 v. 
CanenLeoioner, 2 2  P 26 886 (3rd Cir . 1941) , cert denied, 315 U. S. 841 (194 2). 
& caart recognized that democratic control-& the &era is one of the ! 

basic chancte&tics of all mutual orglanizati&s. Consistent wlth this 
fundaxmd ppiplciple tt is necessary that an arganlration be dcmocaratiWy 
amtrolled &a order to qualify far ammptFon under aactfon 5011(c)(12) of the 
Coda. Denaocratic control r e g d m  that mmbessl as R group have a right t o  
rote, a m&ce iZZ the aormiagtmmt,  aad the  right to select officers. Any 
snb~earntial departure frm these fundammtal right villi prevent the organla- ! 
tion being cansidered d m m r a t l d y  controlled, 

Although mll your hmabcr~ .Ire entitled t o  vote on tmtters affecting 
your operation, the essantLal characrerSatics of denmckatic contra1 that i r  
xmcensa)y lor mutual opatstdon i s  mt premnt abcc yom beloper, Fmo 
expacts to ratah *** shame of stack (repraoeating*** a r e s ) ,  rtilll hol&g 
*** acrm and, themfore, he or a aubsequaat paucbamr cot~ld, thm& *s:k 
potentkl voting psn9r, effectively dominate amd wntrol paur activitieu vnd 
operatioPo -a you tmticipete that the property tr i l l  be dividtd ard urlel 
in *** acre par& arrd that, in effect, moat shursholderrr rfll have ** votw, 
it is onclur at t h b  tima that this wK3. be tBe w e .  In a d d i t h ,  it is 
arguable that democratic control i 8  absent at the p*  sent time einee the 
develuper has (and vill contlaue to ham) at lesst ** votes while the ** 
other current &er~  ham * * * * * *   or fewer votes. Given the aaall 
d e r a h i p  of the organitatlcm, at preeent, there ie the potentid that the 
majority ohareholder could effectively doabate and control pour activities 
and operationu. 
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%IIW we CXXK;~,II& that: vfl~ am not ~ a t x x i  ws a true rutud W i u  and 
~ e f u x % ,  aB rx)t t p z i l i l '  fcur s:~q.ti011 ucdur mzc!u  SOltc) (;12) t,l rax.39. 

You am rcqdmd t b  file federal irxm bas xtkurns cm FOICIII U20. 

You have the right to p x t  tlds maSy if you b l i c ; v e  it is inxxrect .  
lb pmtmt, you s W  submitt el siatmt of your v i w ,   wit?^ a ,W twplanat5c-m 
of ywr r w .  'Ms ~I~taezt, 0- by one of prindpl officex~, 
m t  ~bdm in a ~ u . ~ a w  w i t t h  21 ~ i r e ~ t  ae a t e  t>iar betar, YCHS 
also h w  a writ: 4s a a n r w  in this office after yaw nbWomtt 2s s & m i W ,  
YW IIXlSt %&?St mf-, if 'I-k a@, &=I i'W YOUf' ~w 

1 s&atem&. ~f ym ta be xe&pzwmtRKt by txmano 2.w is rmCi of yew 
I 
I 

pLncdp.I officers, thjlt pm will Eaeeii to fiJ~ a pmpr *pwer of attcxnay Ram 
I 2648 othemb quaU,& under ow mil PmcUas xxqdnmmb. 
I 

1 IEkll~s&nckbor ~ n ~ ~ w i ~ 2 1 ~ s ,  w 3 ~ ~ 1 ~ ~ ~  final 
I and Ogsnsr 02 fk w F U  ke f '  Lo the District Dirsmr, E;oattkl, Washing-. 

!l%emdW, my tm1;iQNJ ~aLout your f k a t  trax status or the filiiq of 

I 
tax xe- sh& bu E3iH.ms.d tU b t  office. 

i Sdmly -, 
I m: *********** 

I 
- 

* * * * *  ******** ** ********* ' 

I 
CC: ********** * ** **** 

I 
****  ****** ******* *****   **** *******  

I tzli.cf, Ben& 0rC:N;~atf txw 
I 
I 

Q ~ T S  D.randl 
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